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Auditor’s report 

Letsemeng Local Municipality 

30 June 2018 


Report of the auditor-general to the Free State Provincial Legislature 
and the Letsemeng council on Letsemeng Local Municipality 


Report on the audit of the financial statements 


Qualified opinion 

1. I have audited the financial statements of the Letsemeng Local Municipality set out on pages 
... to .... which comprise the statement of financial position as at 30 June 2018, the statement 
of financial performance, statement of changes in net assets, cash flow statement and 
statement of budget comparison for the year then ended, as well as the notes to the financial 
statements, including a summary of significant accounting policies. 

2. In my opinion, except for the possible effects of the matters described in the basis for qualified 
opinion section of this auditor’s report, the financial statements present fairly, in all material 
respects, the financial position of the Letsemeng Local Municipality as at 30 June 2018, and its 
financial performance and cash flows for the year then ended in accordance with the South 
African Standards of Generally Recognised Accounting Practice (SA Standards of GRAP) and 
the requirements of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 
of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2017 (Act No 3 of 2017) 
(Dora). 

Basis for qualified opinion 

Investment Property 

3. The municipality did not recognise property held to earn rental or for capital appreciation as 
investment property in accordance with GRAP 16, investment property. Property that did not 
meet the definition of investment property was incorrectly recognised as such due to the state 
of the accounting records at the municipality. Consequently, investment property was 
overstated and property, plant and equipment understated by R163 460 247 

Payables from exchange transactions 

4. I was unable to obtain sufficient appropriate audit evidence that ail payables from exchange 
transactions had been recorded, as the municipality did not have adequate systems to oonfirm 
the outstanding balances. I could not confirm the balance by alternative means. I was also 
unable to obtain sufficient appropriate audit evidence that management had properly 
accounted for unknown deposits included in payable from exchange transactions of the 
previous financial year. In addition, the municipality did not recognise all transactions meeting 
the definition of a liability in accordance with GRAP 1, Presentation of financial statements, as 
the municipality did not maintain adequate records of outstanding payments for goods and 
services received but not yet paid at year-end. This resulted in payables from exchange 
transactions of R52 893 322 (2017: R37 958 142) as disclosed in note 15 to the financial 
statements being overstated by R13 043 784. Consequently, I was unable to determine 
whether any adjustment was necessary to payables from exchange transactions. 
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Interest earned on outstanding debtors 

5. The municipality incorrectly calculated interest charges on outstanding debtors accounts from 
exchange and non-exchange transactions in the current year on a monthly basis instead of on 
a daily basis as per the council’s approved credit control policy. I was unable to determine the 
full extent of the understatement of interests earned on outstanding debtors from exchange 
transactions stated at R14 861 585 and interests earned on outstanding debtors from non¬ 
exchange transactions stated at R4 493 959 in the financial statements as it was impracticable 
to do so. This also has a resultant impact on debtors from exchange and non-exchange 
transactions. Additionally, there was an impact on the surplus for the year and on the 
accumulated surplus. 

Service charges 

6. The municipality did not measure revenue at the fair value of the consideration received or 
receivable, in accordance with GRAP 9, Revenue from exchange transactions, as some 
consumer accounts were incorrectly billed for services rendered; consequently, service 
charges revenue from exchange transactions was overstated by R40 446 555 (2017: 

R14 844 042) and receivables from exchange transactions was overstated by a similar amount. 
Additionally, there was an impact on the surplus for the year and on the accumulated surplus. 

Professional and consulting fees 

7. I was unable to obtain sufficient appropriate audit evidence for professional and consulting fees 
due to the unavailability of supporting documentation to confirm that goods and services had 
actually been received and correctly accounted for. I was unable to confirm the professional 
and consulting fees by alternative means. Consequently, I was unable to determine whether 
any adjustment was necessary to professional and consulting fees stated at R12 201 268 in 
note 35 to the financial statements. 


Inventories 

8. The municipality did not state the inventories at weighted average method of measurement as 
per its accounting policy in accordance with GRAP 12, Inventories. This was due to financial 
information and financial system not being available at the municipality to do the adjustment 
required by the change in accounting policy. In addition, I was unable to obtain sufficient 
appropriate audit evidence to confirm the inventory written off during the year due to the lack of 
accounting records at the municipality. I was unable to confirm inventories by alternative 
means, consequently, I was unable to determine whether any further adjustments are required 
for the amounts disclosed in the financial statements. 

Material losses 

9. I was unable to obtain sufficient appropriate audit evidence that the municipality has an 
effective and efficient system of control over water and electricity losses and, in addition to 
these financial losses, the municipality also did not disclose particulars of any material losses 
that occurred during the financial year, and whether these are recoverable, any criminal or 
disciplinary steps taken as a result of such losses and any material losses recovered or written 
off in the notes to the financial statements, as required by section 125(2)(d) of the MFMA. 
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Commitments 


10.1 was unable to obtain sufficient appropriate audit evidence for commitments as the 
municipality did not maintain accurate and complete records of the contractual information 
used to determine commitments. In addition, commitment values at year-end differed materially 
from the actual obligations at year-end, resulting in a misstatement of commitments. I was 
unable to confirm commitments by alternative means. Consequently, I was unable to 
determine whether any adjustment was necessary to commitments stated at R30 753 122 
(2017: R52 539 061) in note 40 to the financial statements. 

Context for the opinion 

11.1 conducted my audit in accordance with the International Standards on Auditing (ISAs). My 
responsibilities under those standards are further described in the auditor-general’s 
responsibilities for the audit of the financial statements section of this auditor’s report. 

12.1 am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ Code of ethics for professional accountants (IESBA code) and the 
ethical requirements that are relevant to my audit in South Africa. I have fulfilled my other 
ethical responsibilities in accordance with these requirements and the IESBA code. 

13.1 believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my qualified opinion. 

Material uncertainty relating to going concern 

14.1 draw attention to the matter below. My opinion is not modified in respect of this matter. 

15. Note 56 to the financial statements, which indicates that the municipality has an unspent grants 
balance of R40 930 853 (2017: R26 777 283) which resulted in the transferring department 
withholding the equitable share for the current period for unspent grants not paid back to the 
revenue fund; therefore, the funds allocated for the projects were still in progress. The 
municipality has cash flow problems because the collection of the generated revenue takes a 
significant period and the municipality is struggling to pay the suppliers within the prescribed 
period of time, which is 30 days. Creditors such as Eskom increased significantly from the prior 
year as per note 15. As stated in note 56, these events or conditions, along with the other 
matters as set forth in note 56, indicate that a material uncertainty exists that may cast 
significant doubt on the municipality’s ability to continue as a going concern. 


Emphasis of matters 

16.1 draw attention to the matters below. My opinion is not modified in respect of these matters. 

Irregular expenditure 

17. As disclosed in note 48 to the financial statements, irregular expenditure of R52 105 610 (2017: 
R49 628 918) was incurred due to non-compliance with SCM requirements and the spending 
of conditional grants not aligned to the conditions of these grants. In addition, the full extent of 
irregular expenditure is still in the process of being determined. Furthermore, also included in 
note 48 is an amount of R49 678 674 identified in the current year that relates to previous 
financial periods. 
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Unauthorised expenditure 


18. As disclosed in note 50 to the financial statements, the municipality incurred unauthorised 
expenditure of R64 871 038 (2017: R85 983 247) in the year under review due to 
overspending of the approved budget. 

Fruitless and wasteful expenditure 


19. As disclosed in note 49 to the financial statements, the municipality incurred fruitless and 
wasteful expenditure of R1 375 621 (2017: R372 699) in the year under review due to interest 
charged on overdue accounts. 

Restatement of corresponding figures 


20. As disclosed in note 43 to the financial statements, the corresponding figures for 30 June 2017 
were restated as a result of errors in the financial statements of the municipality at, and for the 
year ended, 30 June 2018. 

Material impairment 

21. As disclosed in notes 4 and 5 to the financial statements, receivables from exchange 
transactions were impaired by R84 776 253 (2017: R68 922 555 ) and receivables from non¬ 
exchange transactions by R16 513 508 (2017: R18 970 924), respectively. 

Material underspending on conditional grants 

22. As disclosed in note18 to the financial statements, the municipality materially underspent the 
water infrastructure grant by R32 998 842 (2017: R20 680 994) and the municipal infrastructure 
grant by R6 031 554 (2017: R4 564 885) 

Other matter 

23.1 draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited disclosure note 

24. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars of 
non-compliance with the MFMA in the financial statements. This disclosure requirement did not 
form part of the audit of the financial statements and, accordingly, I do not express an opinion 
on it. 

Responsibilities of the accounting officer 

25. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the SA Standards of GRAP and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA)], and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 
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26. In preparing the financial statements, the accounting officer is responsible for assessing the 
Letsemeng Local Municipality’s ability to continue as a going concern, disclosing, as 
applicable, matters relating to going concern and using the going concern basis of accounting 
unless the appropriate governance structure either intends to liquidate the municipality or to 
cease operations, or has no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

27. My objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance, 
but is not a guarantee that an audit conducted in accordance with the ISAs will always detect a 
material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in aggregate, they could reasonably be expected to 
influence the economic decisions of users taken on the basis of these financial statements. 

28. A further description of my responsibilities for the audit of the financial statements is included in 
the annexure to this auditor’s report. 


Report on the audit of the annual performance report 


Introduction and scope 

29. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notioe issued in terms thereof, I have a responsibility to report material findings on 
the reported performance information against predetermined objectives for selected KPA 
presented in the annual performance report. I was engaged to perform procedures to raise 
findings but not to gather evidence to express assurance. 

30.1 was engaged to evaluate the usefulness and reliability of the reported performance 

information in accordance with the criteria developed from the performance management and 
reporting framework, as defined in the general notice, for the following selected KPA presented 
in the annual performance report of the municipality for the year ended 30 June 2018: 


Objectives 

Pages in the annual 
performance report 

KPA 1 - Basic service delivery and infrastructure development - 

x-x 

Technical services 


KPA 1 - Basic service delivery and infrastructure development - 

X- X 

Community services 
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31.1 performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved performance 
planning documents. I performed further procedures to determine whether the indicators and 
related targets were measurable and relevant, and assessed the reliability of the reported 
performance information to determine whether it was valid, accurate and complete. 

32. The material findings in respect of the usefulness and reliability of the selected objectives are 
as follows: 

KPA 1 - Basic service delivery and infrastructure development - Technical services 

Various indicators 

33.1 was unable to obtain sufficient appropriate audit evidence for the reported achievements for 
indicators relating to this programme. This was due to limitations placed on the scope of my 
work. I was unable to confirm the reported achievements by alternative means. Consequently, 

I was unable to determine whether any adjustments were required to the reported 
achievements in the annual performance report of the indicators listed below: 


Indicator . „.v ...•'s'.'; c , £ ; I- ,vh| 

Reported achievement 

1 • TL1_% of households with access to basic level of water service 
standard 

3% (245hh) 

2. TL2_% of households with access to basic level of basic sanitation 
service standard 

3% (245hh) 

3. TL3_% of households with access to basic level of basic electricity 
service standard 

3% (245hh) 

4. TL14JJpgrade Substation in Koffiefontein 

0 

5. TL15_Install three bulk electrical meters (Luckhoff, Petrusburg and 

Koffiefontein). 

Report on installation of 
meters 

6. TL16_Replaced faulty domestic (prepaid) electrical meters in 
Luckhoff, Petrusburg and Koffiefontein 

Meter Audit report 

7. TL17_100% of the m unicipality’s capital budget spent on capital 
projects (MIG) identified for 2017-18 in terms of the IDP 

Project to be compete. 
Completion certificate 

8. TL18_Reduce water loss in distribution to 20% by June 2018 

(Difference between water supplied and water billed) (Number of 
kilolitres purchased or purified - number of kilolitres sold)/No of 
kilolitres purchased or purified) x 100 

22% 

9. TL19 Reduce electricity distribution losses to 27% by June 2018 

(number of electricity units purchased - number of electricity units 
soid)/number of electricity units purchased) x 100 

39% 


Various indicators 

34. The planned target for the following indicators was not specific in clearly identifying the nature 
and required level of performance and measure for this indicator as the municipality set the 
performance target as a date and not as a number or percentages. The achievement is 
reported as a number, whereas a date was set as a target, which resulted in the actual 
achievement not being consistent with the planned targets. 
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Indicator 

Reported 

achievement 

1 ■ TL4_lnstall six bulk water meters in water treatment works, (two in 
Koffiefontein, two in Oppermansgronde, two in Jacobsdal) 

0 

2. TL12: Installation of outfall sewer lines and fencing at waste water treatment 
works in Jaoobsdal (wards 2) 

Project to be 
complete.(completio 
n certificate) 

3. TL15_lnstall three bulk electrical meters (Luckhoff, Petrusburg and 
Koffiefontein) 

Report on 
installation of 
meters 

4. TL14_Upgrade Substation in Koffiefontein 

0 

5. TL16_Replaced faulty domestic (prepaid) electrical meters in Luckhoff, 
Petrusburg and Koffiefontein 

Meter Audit report 

6- TL17_100% of the municipality’s capital budget spent on capital projects 
(MIG) identified for 2017-18 in terms of the IDP 

Project to be 
compete. 
Completion 
Certificate 

7. TL7_Construction water borne sanitation for 202 sites in ward 2 Jacobsdal 
newly developed area 

0 


Various indicators 

35. The planned target for the following indicators were not specific in clearly identifying the nature 
and required level of performance and measure for this indicator as the municipality set the 
performance target as a date and not to what the expected outcome should be. The 
measurement basis or calculation method did not take into consideration electricity and water 
losses attributed to unsold electricity or unbilled, unsold purified water. 


Indicator 

' Reported 
Achievement 

1. TL19: Reduce electricity distribution losses to 27% by June 2018 (number of 

electricity units purchased - number of electricity units sold)/number of electricity 
units purchased) x 100 

39% 

2. TL18: Reduce water loss in distribution to 20% by June 2018 (Difference 
between water supplied and water billed) (Number of kilolitres purchased or 
purified — number of kilolitres sold)/Number of kilolitres purchased or purified) x 

100 

22% 


KPA 1 - Basic service delivery and infrastructure development - Community 

Services 

Various indicators 

36. I was unable to obtain sufficient appropriate audit evidence for the reported achievements of 
indicators relating to this programme. This was due to limitations placed on the scope of my 
work. I was unable to confirm the reported achievements by alternative means. Consequently, 
I was unable to determine whether any adjustments were required to the reported 
achievements in the annual performance report of the indicators listed below: 
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Indicator V 

Reported . 
achievement 

1. TL22_Number of households with access to basic level of basic refuse 
service standard 

8369 

2. TL31_Review integrated waste management plan by June 2018 

June 2018 


Various indicators 


37. The planned target for the following indicators were not specific in clearly identifying the nature 
and required level of performance and measure for this indicator as the municipality set the 
performance target as a date and not to what the expected outcome should be. The 
achievement is reported as text whereas a date was set as a target, which result in the actual 
achievement not being consistent with the planned targets. 


. H Indicator : “ ( • 

Reported . 

! Achievement $ 

1. TL26: Develop technical report and EIA for construction of new solid waste 
landfill sites (phase 1) Luckhoff (ward 1) 

Progress report for 
EIA by June 2018 

2. TL31 Review integrated waste management plan by June 2018 

Approved IWMP 
2018/19 


Other matter 

38.1 draw attention to the matter below. 
Achievement of planned targets 


39. Refer to the annual performance report on pages ... to ... for information on the achievement of 
planned targets for the year of a number of targets. This information should be considered in 
the context of the material findings on the usefulness and reliability of the reported performance 
information in paragraphs 33 to 37 of this report. 


Report on the audit of compliance with legislation 


Introduction and scope 

40. In accordance with the PAA and the general notice issued in terms thereof, I have a 
responsibility to report material findings on the compliance of the municipality with specific 
matters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 

41. The material findings on compliance with specific matters in key legislations are as follows: 
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Annual nancial statements, performance and annual reports 

42. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1) of the MFMA. Material misstatements of 
non-current assets, current assets, liabilities, revenue, expenditure, and disclosure items 
identified by the auditors in the submitted financial statements were subsequently corrected 
and the supporting records were provided subsequently, but the uncorrected material 
misstatements and supporting records that could not be provided resulted in the financial 
statements receiving a qualified audit opinion. 

Expenditure management 


43. Money owed by the municipality was not always paid within 30 days, as required by section 
65(2)(e) of the MFMA. 

44. An adequate management, accounting and information system was not in place which 
accounted for creditors, as required by section 65(2)(b) of the MFMA. 

45. Reasonable steps were not taken to prevent irregular expenditure amounting to R52 105 610 
(2017: R49 628 918) as disclosed in note 48, as required by section 62(1 )(d) of the MFMA. 
The expenditure disclosed does not reflect the full extent of the irregular expenditure incurred. 
The majority of the disclosed irregular expenditure was caused by non-compliance with supply 
chain management bidding processes. 

46. Reasonable steps were not taken to prevent fruitless and wasteful expenditure amounting to 
R1 375 621, as disclosed in note 47 to the annual financial statements, in contravention of 
section 62(1 )(d) of the MFMA. The majority of the disclosed fruitless and wasteful expenditure 
was caused by interest on overdue payments to suppliers. 

47. Reasonable steps were not taken to prevent unauthorised expenditure amounting to 

R64 871 038 (2017: R85 983 247, as disclosed in note 50, as required by section 62(1 )(d) of 
the MFMA. The expenditure disclosed does not reflect the full extent of the unauthorised 
expenditure. The majority of the disclosed unauthorised expenditure was caused by 
overspending of individual votes. 

Assets management 

48. An effective system of internal control for assets was not in place, as required by section 
63(2)(c) of the MFMA. 

Revenue management 

49. A tariff policy was not adopted for the levying of fees for provision of municipal services, as 
required by section 74(1) of the MSA and section 62(1)(f)(i) of the MFMA. 

50. An effective system of internal control for debtors and revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 

51. I was unable to obtain sufficient appropriate audit evidence that accounts for municipal tax and 
charges for municipal service charges were prepared on monthly, as required by section 
64(2)(c) of the MFMA. 
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Consequence management 

52. Unauthorised expenditure incurred by the municipality was not investigated to determine if any 
person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 

53. Irregular expenditure incurred by the municipality were not investigated to determine if any 
person is liable for the expenditure, as required by section 32(2)(b) of the MFMA. 

54. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2)(b) of the 
MFMA. 

Utilisation of conditional grants 

55. The municipal infrastructure grant, and water services infrastructure grant were not spent for 
its intended purposes in accordance with the applicable grant framework, as required by 
section 17(1) of Dora. 

56. Performance in respect of programmes funded by the municipal infrastructure grant, and water 
services infrastructure grant were not evaluated, as required by section 12(5) of the Dora. 

Human resource management 

57. Appropriate systems and procedures to monitor, measure and evaluate performance of staff 
were not developed and adopted as required by section 67(1 )(d) of the MSA. 

58.1 was unable to obtain sufficient appropriate audit evidence that the municipal manager and 
senior managers previously dismissed for financial misconduct were re-appointed after the 
expiry of the 10 years term, as required by section 57A(3) of the MSA. 

Strategic planning and performance management 

59. The performance management system and related controls were not maintained as it did not 
describe how the performance planning, monitoring, measurement, review, reporting and 
improvement processes should be conducted and managed, as required by municipal planning 
and performance management reg 7(1). 

Procurement and contract management 

60. Sufficient appropriate audit evidence could not be obtained that all contracts and quotations 
were awarded in accordance with the legislative requirements as management did not ensure 
that the requested information was submitted and the computerised financial system does not 
automatically allocate unique payment numbers to the vouchers. A similar limitation was also 
reported in the prior year. 

61. Some of the goods and services with a transaction value of below R200 000 were procured 
without obtaining the required price quotations, in contravention of by SCM regulation 17(a) 
and (c). Similar non-compliance was also reported in the prior year. 
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62. Sufficient appropriate audit evidence could not be obtained that contracts were awarded only 
to bidders who submitted a declaration on whether they were employed by the state or 
connected to any person employed by the state, as required by SCM regulation 13(c). Similar 
non-compliance was also reported in the prior year. 

63. Sufficient appropriate audit evidence could not be obtained that quotations and bids were only 
accepted from bidders whose tax matters had been declared by the South African Revenue 
Service to be in order, as required by SCM regulation 43. Similar non-compliance was also 
reported in the prior year. 

64. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by inviting competitive bids and that 
deviations approved by the accounting Officer were only if it was impractical to invite 
competitive bids, as required by SCM regulations 19(a) and 36(1). Similar non-complianoe was 
also reported in the prior year. 

65. Sufficient appropriate audit evidence could not be obtained that invitations for competitive 
bidding were advertised for a required minimum period of days, as required by SCM regulation 
22(1) and 22(2). Similar non-compliance was also reported in the prior year. 

66. Some of the contracts were awarded to bidders based on points given for criteria that differed 
from those stipulated in the original invitation for bidding and quotations, in contravention of 
SCM regulations 21(b) and 28(1 )(a) and the Preferential Procurement Regulations. Similar 
non-compliance was also reported in the prior year. 

67. Some of the competitive bids were adjudication by a bid adjudication committee that was not 
composed in accordance with SCM regulation 29(2). Similar non-compliance was also 
reported in the prior year. 

68. Sufficient appropriate audit evidence could not be obtained that contracts and quotations were 
awarded to bidders based on points given for criteria that were stipulated in the original 
invitation for bidding and quotations, as required by the Preferential Procurement Regulations. 
Similar non-compliance was also reported in the prior year. 

69. Sufficient appropriate audit evidence could not be obtained that contracts and quotations were 
awarded to bidders based on pre-qualification criteria that were stipulated in the original 
invitation for bidding and quotations, in contravention of the 2017 preferential procurement 
regulation 4(1) and 4(2). Similar limitation was also reported in the prior year. 

70. Sufficient appropriate audit evidence could not be obtained that construction contracts were 
awarded to contractors that were registered with the Construction Industry Development Board 
(CIDB) and qualified for the contract in accordance with section 18(1) of the CIDB Act and 
CIDB regulations 17 and 25(7A). Similar non-compliance was also reported in the prior year 

71. Awards were made to providers who were in the service of other state institutions or whose 
directors, in contravention of MFMA 112(j) and SCM regulation 44. Similar awards were 
identified in the previous year and no effective steps were taken to prevent or combat the 
abuse of the SCM process, as required by SCM regulation 38(1). 
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72. Persons in service of the municipality whose close family members had a private or business 
interest in contracts awarded by the municipality failed to disclose such interest, in 
contravention of SCM regulation 46(2)(e) and the code of conduct for staff members issued in 
terms of the Municipal Systems Act. 

73. Sufficient appropriate audit evidence could not be obtained that all extensions or modifications 
to contracts were approved by a properly delegated official, as required by SCM regulation 5. 
Similar non-compliance was also reported in the prior year. 

74. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 116(2)(b) of the MFMA. Similar non-compliance was also reported in the 
prior year. 

75. The contract performance and monitoring measures and methods were not sufficient to ensure 
effective contract management, as required by section 116(2)(c) of the MFMA. Similar non- 
compliance was also reported in the prior year. 


Other information 


76. The accounting officer is responsible for the other information. The other information 

comprises the information included in the annual report. The other information does not include 
the financial statements, the auditor’s report and those selected objectives presented in the 
annual performance report that have been specifically reported in this auditor’s report. 

77 My opinion on the financial statements and findings on the reported performance information 
and compliance with legislation do not cover the other information and I do not express an 
audit opinion or any form of assurance conclusion thereon. 

78. In connection with my audit, my responsibility is to read the other information and, in doing so, 
consider whether the other information is materially inconsistent with the financial statements' 
and the selected objectives presented in the annual performance report, or my knowledge 
obtained in the audit, or otherwise appears to be materially misstated. 

79. I did not receive the other information prior to the date of this auditor’s report. When I do 
receive and read this information, if I conclude that there is a material misstatement therein, I 
am required to communicate the matter to those charged with governance and request that the 
other information be corrected. If the other information is not corrected, I may have to retract 
this auditor’s report and re-issue an amended report as appropriate. However, if it is corrected 
this will not be necessary. 


Internal control deficiencies 


80. I considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my objective 
was not to express any form of assurance on it. The matters reported below are limited to the 
significant internal control deficiencies that resulted in the basis for the qualified opinion, the 
findings on the annual performance report and the findings on compliance with legislation 
included in this report. 


12 




81. The positions of accounting officer, chief financial officer and director technical services were 
vacant for a significant part of the financial year under review. Management and officials in 
acting positions did not ensure that the internal control environment was sufficiently developed 
and implemented and also did not drive an ethical, transparent environment. 

82. No investigations were initiated into the occurrence of unauthorised expenditure, irregular 
expenditure, fruitless and wasteful expenditure and for the continued increase of these 
unwanted expenditure in the municipality and consequently no officials or suppliers were taken 
to account for any transgressions. 

83. The leadership did not ensure that the IT unit is adequately resourced in terms of an approved 
IT governance framework as no such framework was developed. The leadership did not 
ensure that the municipality has an effective performance management system that 
continuously monitor employee performance and provide feedback on such performance in a 
timely manner to address any risks on achieving objectives. 

84. The leadership and management did not ensure that daily financial and performance reporting 
roles and responsibilities were discharged in a comprehensive and consistent manner. 
Management did not ensure that such financial reports and performance reports is supported 
by reliable, accurate and complete supporting documentation. 

85. Management is too dependent on the work of service providers such as consultants to perform 
daily and monthly financial and performance controls and performances is not assessed to 
identify deviations and corrective measures taken to address under performance or 
substandard performance. 

86. The leadership responsible for governance structures did not ensure that there was a fully 
functional internal audit unit and internal audit committee consistently throughout the financial 
period. The efforts by internal audit and the audit committee are made ineffective by officials 
and management within the organisation that consistently ignore internal audit findings and 
recommendations without any commendable actions to address the issues raised by internal 
audit and the audit committee. 


Other reports 


87. I draw attention to the following engagements conducted by various parties that had, or could 
have, an impact on the matters reported in the municipality’s financial statements, reported 
performance information, compliance with applicable legislation and other related matters. 
These reports did not form part of my opinion on the financial statements or my findings on the 
reported performance information or compliance with legislation. 
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88. Following protracted community protests in the latter half of 2018, the member of the executive 
council responsible for local government (MEC), initiated an investigation subsequent to year 
end, into the affairs of the municipality in line with section 106 of the Municipal Systems Act. 
This investigation was at its initiation stage at the time of my report and further particulars were 
not available at the time. 


Bloemfontein 
15 March 2019 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to build public confidence 
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Annexure - Auditor-general’s responsibility for the audit 

1. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and the 
procedures performed on reported performance information for selected objectives and on the 
municipality’s compliance with respect to the selected subject matters. 

Financial statements 

2. In addition to my responsibility for the audit of the financial statements as described in this 
auditor’s report, I also: 

• identify and assess the risks of material misstatement of the financial statements whether 
due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion. 
The risk of not detecting a material misstatement resulting from fraud is higher than for one 
resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control 

• obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the municipality’s internal control 

• evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by the accounting officer. 

• conclude on the appropriateness of the accounting officer’s use of the going concern basis 
of accounting in the preparation of the financial statements. I also conclude, based on the 
audit evidence obtained, whether a material uncertainty exists related to events or 
conditions that may cast significant doubt on the Letsemeng Local Municipality ability to 
continue as a going concern. If I conclude that a material uncertainty exists, I am required 
to draw attention in my auditor’s report to the related disclosures in the financial 
statements about the material uncertainty or, if such disclosures are inadequate, to modify 
the opinion on the financial statements. My conclusions are based on the information 
available to me at the date of this auditor’s report. However, future events or conditions 
may cause a municipality to cease continuing as a going concern 

• evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the underlying 
transactions and events in a manner that achieves fair presentation 

Communication with those charged with governance 

3. I communicate with the accounting officer regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that I identify during my audit. 

4. I also confirm to the accounting officer that I have complied with relevant ethical requirements 
regarding independence, and communicate all relationships and other matters that may 
reasonably be thought to have a bearing on my independence and, where applicable, related 
safeguards. 


15 


